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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET NO. W-01303A-07-0209

The Supplemental Direct Testimony of Staff witness Steven P. Inline addresses the following
issues:

Capital Stnlcture .- S ta ff  r ecommends that the Arizona Corporation Commission
("Commission") adopt a capital structure for Arizona-American Water Company ("Arizona-
American" or "Company") for this proceeding consisting of 61.5 percent debt and 38.5 percent
equity.

Cost of Equity - Staffs recommends that the Commission adopt a 10.8 percent return on equity
("ROE"). Staffs ROE recommendation includes a 0.9 percent upward adjustment due to the
higher financial risk reflected in Arizona-American's capital structure in relation to that of the
sample companies.

Cost of Debt - Staff recommends that the Commission adopt a 5.5 percent cost of debt.

Overall Rate of Return .- Staff recommends that the Commission adopt an overall rate of return
("ROR") of 7.6 percent.



Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 1

1 I. INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  S te ve  Irvine . I a m a  P ublic Utilitie s  Ana lys t IV e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion ("S ta ff").

My business address is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q. Did you  provide  re filed  written  Direc t Tes timony in  th is  c a s e  previous ly?

8 Yes . I filed written Direct Tes timony on cos t of capita l Octobe r 15, 2007.

9

10 Q- Wh a t is  th e  p u rp o s e  o f th is  e rra ta  te s tim o n y?

11

12

13

14

15

16

The  purpose  of this  te s timony is  to correct S ta ffs  re commended capita l s tructure , cos t of

de bt, ra te  of re turn ("ROR"), a nd s upporting figure s  in Dire ct Te s timony. S ta ffs  initia l

re comme nda tions  a nd te s timony ina dve rte ntly include d the  Tolle s on Obliga tion  in

ca lcula tion of the  ca pita l s tructure , cos t of de bt, a nd ROR. In the  e xe cutive  summa ry of

my re file d  Dire ct Te s timony I me ntione d th is  ma tte r a nd the  ne e d to  tile  th is  e rra ta

te s timony.

17

18 Q- What parts of the Direct Testimony are affected by these changes?

19

20

S che dule  S pI-l, Ta ble  3, a nd othe r pa rts  of the  te s timony tha t ma ke  re fe re nce  to S ta ffs

re comme nde d cos t of de bt, ca pita l s tructure , a nd ROR a re  a ffe cte d. S che dule  S P I-l

2 1

22

23

24

s hould be  re pla ce d with S upple me nta l Dire ct S che dule  S P I-l conta ine d in this  e rra ta

te s timony. S upple me nta l Dire ct S che dule  S P I-9 conta ine d in this  te s timony is  a ls o

include d to de pict the  ca pita l s tructure , cos t of de bt, cos t of e quity a nd ROR should the

Commis s ion choos e  to in  th e  ca p ita l s tru c tu re .in c lu d e  th e  To lle s o n  O b lig a t io n

25

A.

A.

A.

A.

Supple me nta l Dire ct Sche dule  SPI-10 de picts  the  ca lcula tion of cos t of de bt a nd ca pita l



Applicant's Cost of Debt (Excluding the Tolleson Obligation)

Amount
Outs tanding

Interes t Rate
Annua l
Interes tas  of 6/30/2007 Weight

Long-Tenn Debt

7.122%s 4,500,000 $320,490Aug '08 L-T Senior Notes

6.260%2,58741,323Sept '13 PILR - Monterey

5.761%23,036 1,327Aug '13 P ILR - Montes /Lincoln

7.180%43,340 3,112Aug '15 PILR - Rosa les

7.179%37,123 2,665Aug '15 PILR - T.O. Development

3.630%386,05110,635,000Sept '28 L-T Note - Maricopa

5.390%1,331,33024,700,000Dec '13 L-T Promissory Note

5.520%11,200,000 618,240Dec '16 L-T Promissory Note

5.620%6,918,220123,100,000Dec '18 L-T Promissory Note

5.950%595,00010,000,000Fa ll 2037 L-T Promissory Note

5.950%6,450,000 383,775

0.000%2,000,000

Fa ll 2037 L-T Promissory Note
Phoenix Interconnection

Agreement

5.481% 54.3%10,562,796192,729,822Long-Tenn Debt

Short-Term Debt

Short-Term Debt 5.444%1,327,89124,391,823

Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 2

1

2

3

s tructure  ha ving include d the  Tolle son Obliga tion. Supple me nta l Dire ct Sche dule  SPI-l1

de picts  the  s a me  informa tion ha ving e xclude d the  Tolle s on Obliga tion. Supplementa l

Table  3 shown be low replaces  Table  3 origina lly included in Direct Tes timony.

4

5

6

7

S u p p le m e n ta l Ta b le  3



5.451% 61.5%Tota l Debt $ $11,890,687218,121,645

Applican t's  Equity
Amount

outs tanding

as  of 6/30/2007

522,880

149,468,228

Common Equity

Common Stock

Pa id in Capita l

(28,250,298)

15,000,000

Reta ined Earnings

2007 Equity Infus ion

38.5%$ 136,740,810Total Common Equity

100%$ 354,862,455Tota l Capita liza tion

0.000%1,000,000
Phoenix Interconnection

Agreement

7.2%5.230%Short-Term Debt 25,391,823 1,327,891

Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 3

Q

RECOMMENDATIONS

What is Staff's recommended capital structure?

Sta ffs  capita l s tructure  recommenda tion is  61.5 pe rcent debt and 38.5 pe rcent equity a s

shown in Erra ta  Schedule  1 and Supplemental Table  3

7 Q What is Staffs recommended cost of debt?

3

Staff' s  cost of debt is  5.5 percent as shown in Supplemental Direct Schedule  1



Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 4

1 Q- What is Staff's recommended ROR?

2 Staff s  ROR is  7.6 percent as  shown in Supplementa l Direct Schedule  l.

3

4 Q. Does  this  conclude  your Supplementa l Direc t Tes timony?

5

A.

A. Ye s , it doe s .
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Applicant's Cost of Debt (Including the Tolleson Obligation)

Inte rest Ra teAnnua l Inte re s t
Amount outs ta nding

as  of 6/30/2007

$ 320,490
2,587
1,327
3,112
2,665

386,051
1,331,330

618,240
6,918,220

595,000
383,775
280,768

7.122%
6.260%
5.761%
7.180%

7.179%
3.630%
5.390%
5.520%
5.620%
5.950%
5.950%
3.280%
0.000%
5.387%10,843,564

4,500,000
41,323
23,036
43,340
37,123

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
8,560,000
2,000,000

201,289,822

Long-Te rm De bt
Aug '08 L-T S e nior Note s
S ept '13 P ILR - Monte rey
Aug '13 P ILR - Monte s /Lincoln
Aug '15 P ILR - Rosa lee
Aug '15 P ILR - T.O. Deve lopment
S ept '28 L-T Note  - Maricopa
De c '13 L-T P romissory Note
De c '16 L-T P romissory Note
De c '18 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Tolle son Obliga tions
Phoenix Interconnection Agreement'

Long-Te rm De bt

1,327,891 5.444%
0.000%
5.230%

Short-Term Debt
Short-Term Debt
Phoenix Interconnection Agreement

S hort-Te rm Debt 1,327,891

24,391,823
1,000,000

25,391,823

5.369%Total Debt $ 226,681,645 $ 12,171,455

Ap p lican t's  Eq u ity
Amount outstanding

as of 6/30/2007

522,880
149,468,228
(28,250,298)
15,000,000

Common Equity
Common Stock
Paid in Capital
Retained Earnings
2007 Equity Infusion

$ 136,740,810Tota l Common Equity

$ 363,422,455Total Capitalization

Docket No. WS-01303A-07-0209 Supplemental Direct Schedule SPl-10

We ight

55.4%

7.0%

62.4%

37.6%

100%



Applicant's Cost of Debt (Excluding the Tolleson Obligation)

Inte rest Ra teAnnua l Inte re s t
Amount outs ta nding

as of 6/30/2007

$ 320,490
2,587
1,327
3,112
2,665

386,051
1,331,330

618,240
6,918,220

595,000
383,775

7.122%
6.260%
5.761%
7.180%
7.179%
3.630%
5.390%
5.520%
5.620%
5.950%
5.950%
0.000%
5.481%10,562,796

4,500,000
41,323
23,036
43,340
37,123

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
2,000,000

192,729,822

Long-Te rm De bt
Aug '08 L-T S enior Note s
S ept '13 P ILR - Monte rey
Aug '13 P ILR - Monte s /Lincoln
Aug '15 P ILR - Rosa lee
Aug '15 P ILR - T.O. Deve lopment
S ept '28 L-T Note  - Maricopa
De c '13 L-T P romissory Note
De c '16 L-T P romissory Note
Dec '18 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Phoenix Interconnection Agreement

Long-Te rm De bt

1,327,891 5.444%
0.000%
5.230%

S hort-Te rm Debt
S hort-Te rm Debt
Phoenix Interconnection Agreement'

S hort-Te rm Debt 1,327,891

24,391,823
1,000,000

25,391,823

5.451%$Total Debt 218,121,645 $ 11,890,687

Ap p lican t's  Eq u ity
Amount outs ta nding

as  of 6/30/2007

522,880
149,468,228
(28,250,298)
15,000,000

Common Equity

Common S tock
P a id in Ca pita l
Reta ined Earnings
2007 Equity Infus ion

$ 136,740,810Tota l Common Equity

$ 354,862,455Tota l Capita liza tion

Docket No. WS-01303A-07-0209 Supplemental Direct Schedule SPI-11

We ight

54.3%

7.2%

61.5%

38.5%

100%
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET no. W-01303A-07-0209

On Apr i l  2 ,  2007 ,  Ar izona -Amer ica n Wa ter  Compa ny ("Ar izona -Amer ica n" or
"Company") filed a revised general rate application. Arizona-American is a for profit company
providing water to approximately 23,000 customers in the towns of Sun City and Youngtown.
The testimony of Mr. Steve Irvine presents Staff' s recommend rate design.

The present rate design is based on minimum monthly charges that generally increase by
meter size. For the most part, customers are distinguished by meter size of which there are seven
currently serving residential and commercial customers. In addition to the monthly minimum
charge residential and commercial customers pay a tiered commodity rate. The 5/8-inch and 3/4-
inch residential classes include a three-tiered commodity rate. Each of the other residential arid
commercial classes has two-tiered commodity rates. Currently no gallons are included in the
minimum charges. In'igation,  Private Fire and Public Intenuptible classes pay a monthly
minimum and a flat rate rather than tiered commodity rate. Central Arizona Prob et water is sold
with no minimum charge and a flat commodity rate.

The Company proposes to keep the same rate structure for all classes. The Company's
proposed rates spread the proposed increase in revenue across all the customer classes. The
increase is accomplished by increasing monthly usage charges and commodity charges.  No
change is proposed by the Company for miscellaneous service charges.

Staff recommends a comparable rate structure to that currently in place. The exception is
that  many of the thresholds are reduced to encourage more efficient  use of water . Staff
recommends a three-tier inverted block rate structure for the residential 5/8-inch and 3/4-inch
customer  classes with break-over  points  a t  3,000 ga llons and a t  10,000 ga llons. Staff
recommends a two-tier inverted block rate structure for each of the commercial meter sizes and
for  each of the residentia l meters that  are larger  than 3/4-inch. Staffs  methodology for
determination of monthly minimum charges is based on the volumehic capacity of each class's
meter size and generally increases proportionally to the capacity for each meter size. Staffs
recommended ra te des ign would genera te S ta ff 's  r ecommended revenue r equirement  of
$9,602,228, including $9,492,185 from metered water  sales. Metered water  revenue of
$9,492,185 represents a 25 percent increase over the Test Year metered water revenue. The
typical 5/8-inch meter residential bill with median use of 6,431 gallons would increase by $2.84,
or 23.89 percent, from $11.88 to $14.72.



Dire ct Te s tim ony of S te ve  Irvine
Doc ke t No .  w-01303A-07-0209
P a ge  1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  S te ve  Irvine . I a m a  P ublic Utilitie s  Ana lys t IV e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion ("S ta ff").

My business address is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q- Brie fly d e s c rib e  yo u r re s p o n s ib ilit ie s  a s  a  P u b lic  Utilit ie s  An a lys t.

8 conduc t s tud ie s  to  e s tim a te  the  cos t o f

9

In  m y c a p a c ity a s  a  P u b lic  Utilit ie s  An a lys t ,  I

ca pita l compone nt a nd de te rmine  the  ove ra ll re ve nue  re quire me nt in ra te  proce e dings . I

10 a lso de s ign ra te s  to ge ne ra te  the  re ve nue  re quire me nt in ra te  proce e dings .

11

12 Q. Please describe your educational background and professional experience.

13

14

15

16

In  1 9 9 4 ,  I g ra d u a te d  fro m  Ariz o n a  S ta te  Un iv e rs ity,  re c e iv in g  a  Ba c h e lo r o f S c ie n c e

d e g re e  in  Bu s in e s s  Ma rke t in g . In  1 9 9 7 ,  I r e c e iv e d  a  Ma s t e r s  d e g re e  in  P u b lic

Adm inis tra tion from  Arizona  S ta te  Unive rs ity. be ga n e m ploym e nt with the  Com m is s ion

in Ma y of 2001 a nd ha ve  worke d in the  Utilitie s  Divis ion s ince  S e pte mbe r of 2002.

17

18 Q- What is the scope of your testimony in this case?

19 My te s timony provide s  S ta ffs  re comme nde d ra te  de s ign for Arizona -Ame rica n Wa te r

20 Compa ny ("Arizona -Ame rica n" or "Compa ny") in this case.

2 1

22 Q. Have you reviewed the application submitted by Arizona-American in this case?

23 Ye s .

24

A.

A.

A.

A.

A.



Dire ct Te s timony of S te ve  Irvine
Docke t No. W-01303A-07-0209
Page 2

1 S UMMAR Y O F  TE S TIMO NY AND R E C O MME NDATIO NS

2 Q- Brie fly s ummarize  how your Ra te  Des ign Tes timony is  organized.

3

4

5

Sta ffs  ra te  des ign te s timony is  organized to present a  discuss ion of the  present ra te s , the

Compa ny's  propos e d ra te s , a nd S ta ffs  re comme nde d ra te s  for Arizona -Ame rica n.

Schedules  SPI-1 and SPI-2 a re  provided to further describe  Staffs  ra te  design.

6

7

8

Pres ent Rate  Des ign

Pleas e  provide  an overview of the  Company's  pres ent ra tes .Q-

9

10

11

12

13

14

15

16

The  following is  a  ge ne ra l de s cription of the  pre s e nt ra te  de s ign. De ta ils  of the  ra te

designs  a re  presented on S ta ffs  Direct Testimony Schedule  SpI-l. The  present ra te  des ign

is  ba s e d on minimum monthly cha rge s  tha t ge ne ra lly incre a s e  by me te r s ize . The

e xce ption is  tha t both 5/8-inch a nd 3/4-inch re s ide ntia l cus tome rs  ha ve  the  sa me  $6.33

monthly minimum. For the  mos t pa rt cus tome rs  a re  dis tinguishe d by me te r s ize  of which

the re  a re  seven currently se rving res identia l and commercia l cus tomers . In addition to the

monthly minimum cha rge , re s identia l and commercia l cus tomers  pay a  tie red commodity

ra te . The  5/8-inch and 3/4-inch re s identia l cla sse s  include  a  three -tie red commodity ra te .

17

18

19

20

21

Ea ch of the  othe r re s ide ntia l a nd comme rcia l cla s s e s  ha s  two-tie re d commodity ra te s .

Curre ntly no ga llons  a re  include d in the  minimum cha rge s . Irriga tion, P riva te  Fire  a nd

P ublic Inte rulptible  cla s s e s  pa y a  monthly minimum a nd a  fla t ra te  ra the r tha n tie re d

commodity ra te . Centra l Arizona  Prob e t wa te r is  sold with no minimum cha rge  and a  fla t

commodity ra te .

22

23

24

The Company's Proposed Rate Design

Please provide an overview of the Company's proposed rate structure.Q-

25

26

A.

A.

A. The  Compa ny propose s  to ke e p the  sa me  ra te  s tructure  for a ll cla s se s . The  Compa ny's

proposed ra tes  spread the  proposed increase  in revenue  across  a ll the  cus tomer classes .
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1

2

The  incre a s e  is  a ccomplis he d by incre a s ing monthly us a ge  cha rge s  a nd commodity

charges. No change is  proposed by the  Company for miscellaneous service  charges.

3

4 Q-

5

Has the Company submitted a recommendation for the format and content of its

tariffs in addition to rates and charges?

6

7

No. No propos a l for the  forma t or conte nt of the  ta riffs  wa s  include d in the  a pplica tion

except for the  specific ra te  recommendations made by the  Company.

8

9

10 Q-

11

12

Staff's Recommended Rate Design

In addition to maintaining non-discriminatory rates that provide Staff's

recommended revenue and other issues such as gradualism, revenue stability, and

customer affordability, what policy objectives are reflected in Staff's recommended

13 ra te s ?

14

15

16

17

18

S ta ffs  ra te  de s ign re cognize s  the  growing importa nce  of ma na ging wa te r a s  a  finite

resource  and its  increas ing cos t. The  quantity of wa te r re sources  ava ilable  to Arizona  and

in the  Compa ny's  s e rvice  te rritorie s  doe s  not grow with popula tion a nd cus tome r ba se ,

a nd the  cos t of de ve loping, tre a ting, a nd de live ring wa te r incre a s e s  with diminis hing

supply and increased hea lth and sa fe ty regula tions . S ta ff recommends  a  ra te  des ign tha t

19 encourages efficient use  of water.

20

21 Q- P le a s e  p rovide  a  de s c rip tion  o f S ta ff's  re c omme nde d  ra te  s truc tu re  fo r the  wa te r

22

23

24

25

sys tem.

Sta ff recommends  a  comparable  ra te  s tructure  to tha t currently in place . The  exception is

tha t ma ny of the  thre sholds  a re  re duce d to e ncoura ge  more  e fficie nt use  of wa te r. S ta ff

re comme nds  a  thre e -tie r inve rte d block ra te  s tructure  for the  re s ide ntia l 5/8-inch a nd %-

26

A.

A.

A.

inch customer classes  with break-over points  a t 3,000 ga llons and a t 10,000 ga llons. S ta ff
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1 re com m e nds  a  two-tie r inve rte d  b lock ra te  s truc ture  fo r e a ch  of the  com m e rc ia l m e te r

2 The

3

4

5

6

7

8

s iz e s  a n d  fo r  e a c h  o f th e  re s id e n t ia l m e te rs  th a t  a re  la rg e r  th a n  3 /4 - in c h .

re com m e nde d bre a k-ove r poin ts  inc re a s e  with  m e te r s ize  a s  s hown in  S che dule  S P I-1 .

Unde r the  re com m e nde d ra te  de s ign ,  the  m onthly b ill a t a ny us a ge  le ve l is  h ighe r for a

la rge r m e te r tha n  fo r a  s m a lle r m e te r. S ta ff a g re e s  with  th e  Co m p a n y's  p ro p o s a l to

con tinue  to  no t inc lude  a ny ga llons  in  the  m in im um  m onth ly cha rge .  Th is  will s e rve  to

e limina te  the  implica tion tha t a ny wa te r is  fre e  a nd to s e nd a n a ppropria te  e conomic s igna l

to cus tome rs  for a ll cons umption.

9

1 0 Q- Is Staff recommending an inverted tier block rate structure for all customer classes?

11 No .  S ta ff re comme nds  inve rte d tie r block ra te s  for re s ide ntia l a nd comme rcia l cla s se s , but

1 2 re comme nds  tha t the  othe r cla s se s  continue  to ha ve  a  fla t commodity ra te .

1 3

1 4 Q- Please describe the basis for Staff's recommended monthly minimum charges and

1 5 commodity rates?

1 6

1 7

1 8

1 9

20

2 1

The  m onthly m inim um  cha rge s  a nd com m odity ra te s  re com m e nde d by S ta ff in  this  ca s e

a re  ba s e d on a  m e thodology re lie d on by S ta ff re gula rly in  wa te r ra te  ca s e s . The s e  S ta ff

re com m e nda tions  ha ve  be e n re gula rly a dopte d by the  Com m is s ion. S ta ffs  m e thodology

for de te rm ina tion  o f m onth ly m in im um  cha rge s  is  ba s e d  on  the  vo lum e tric  ca pa c ity o f

e a ch  c la s s 's  m e te r s ize  a nd  ge ne ra lly inc re a s e s  proportiona lly to  the  ca pa c ity for e a ch

me te r s ize . This  me thod is  ge ne ra lly not a pplie d to s ta ndpipe , inte rruptible , a nd whole s a le

22 ra te s .  S ta ffs  ra te  de s ign e ncoura ge s  m ore  e ffic ie nt us e  of wa te r be ca us e  the  s e cond tie r

23

24 As  a  re s u lt ,

25

A.

A.

ra te  for 5/8-inch me te r cus tome rs  is  gre a te r tha n the  ra te  tha t would be  re quire d to re cove r

th e  re v e n u e  re q u ire m e n t u s in g  a  u n ifo rm  c o m m o d ity ra te . cus tome rs

e xpe rie nce  a  gre a te r inc re m e nta l cos t for a ll us e  e xce e ding  3 ,000  ga llons  for th is  s ize
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1

2

meter. The concept for 5/8-inch meters is extended to customers with larger meters where

the break~over points graduate in correlation with meter size.

3

4 Q.

5

Did Staff prepare schedules showing the present, Company proposed, and Staff

recommended monthly minimums and commodity rates for each rate class?

6

7

8

Yes. Staffs Direct Testimony Schedule SPI-1 shows the present monthly minimum

charges and commodity rates, the Company's proposed monthly minimum charges and

commodity rates and Staffs recommended monthly minimum charges and commodity

9 ra tes .

10

11 Q.

12

Did Staff prepare a schedule showing the average and median monthly bill under

present rates, the Company's proposed rates, and Staff's recommended rates?

13 Yes. Staffs Direct Testimony Schedule SPI-2 presents the average and median monthly

bill using present rates, the Company's proposed rates and Staff' s recommended rates.14

15

16

17

Q- What water system service charges does Staff recommend?

Staffs recommendations for service charges are shown in Schedule SPI-1.

18

19 Q- Will StamPs recommended rate design generate Staff's recommended revenue

20 requirement?

21

22

23

Staff s recommended rate design would generate Staffs recommended revenue

requirement of $9,602,228 including $9,492,185 from metered water sales. Metered water

revenue of $9,492,185 represents a 25 percent increase over the Test Year metered water

24 revenue.

25

A.

A.

A.

A.
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1 Q- Does this conclude your Direct Testimony?

2 A. Yes, it does.
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R AT E  D E S I G N

Monthly Usage Charge
Present
Rates

Company
ProDosed Rates Recommended Rates

$ $5/8" Meter
3/4" Meter

1" Meter
1 % Meter

2" Meter
3" Meter
4" Meter
6" Meter
8" Meter

Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential

13500
178.51
350,00

131 ,20
205.00
410.00
656.00

$5/8" Meter
3/4" Meter

1" Meter
W ' Meter
2" Meter
3" Meter
4" Meter
6" Meter
8" Meter

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

135.00
178.51
350.00

131.20
205.00
410.00
856.00

Irrigation 1
Irrigation 1 .5
Irrigation 2
Irrigation 3
Irrigation 4
Initiation 6

135.00
178.56

131.20
205.00
410.00

Private Fire 3
Private Fire 4
Private Fire 6
Private Fire 8
Private Fire 10

Public interruptible 3
Public Interruptible B
Standby - City of Peoria
Central Arizona Project Raw

Commodity Rates

$
$
s

07200
11000
13160

$
$
$

0.9350
1.4280
1.7100

Meter (Residential)
From 1 to 4,000 Gallons
From 4.001 to 18.000 Gallons
Over 18.000 Gallons
From 1 lo 3,000 Gallons
From 3.001 to 10,000 Gallons
Over 10.000 Gallons

$
$
$

01200
13300
1 .6600

$
$
$

07200
1.1000
1.3160

$
$
$

0.9350
14280
117100

3/4" Meter (Residential)
From 1 to 4.000 Gallons
From 4.001 to 18.000 Gallons
Over 18.000 Gallons
From 1 to 3.000 Gallons
From 3.001 to 10.000 Gallons
Over 10.000 Gallons

$
$
$

0.7200
13300
1 .6600

$
$

1.1000
1.3160

$
$

1.4280
1.7100

5/8" Meter (Commercial)
From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 10.000 Gallons
Over 10.000 Gallons

$
$

1 .3300
1 6600
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Present

Rates

Company
Proposed Rates

Staff
Recommended Rates

$
$

$
$

1 4 2 8 0
1 .7100

NIA
N/A

Nl A
N/A

1 .3300
1 .6600

Monthly Usage Charge
3/4" Meter (Commercial )

From 1 to 18,000 Gal lons
Over 18,000 Gal lons
From 1 to 10,000 Gal lons
From 10,001 to 10,000 Gal lons

1.1000
1.3160

N/A
N/A

$
$

$
$

$
$

NIA
NIA

1 .3300
1 ,6600

1" Meter (Res., Comm.)
From 1 to 60,000 Gallons
Over 60,000 Gallons
From 1 to 46,000 Gallons
Over 46,000 Gallons

1.1000
1.3160

NIA
N/A

1 _4280
1 .7100

NIA
NIA

$
$

$
$

$
s

NIA
N/A

1 .3300
1 .6600

1%" Meter (Res., Comm.)
From 1 to 125,000 Gallons
Over 125,000 Gallons
From 1 to 106,000 Gallons
Over 106,000 Gallons

1.1000
1.3160

N/A
NIA

1 .4280
1 .7100

Nl A
N/A

$
$

$
$

$
$

N/A
Nl A

1 .3300
1 .6600

2" Meier (Res., Comm.)
From 1 to 190,000 Gallons
Over 190,000 Gallons
From 1 lo 175,000 Gallons
Over 175,000 Gallons

1.1000
1 3 1 6 0

N/A
N/A

1 .4280
1.7100

N/A
N/A

55
$

$
$

8
$

NIA
N/A

1 .3300
1 .6600

3" Meter (Res., Comm.)
From 1 to 340,000 Gallons
Over 340,000 Gallons
From 1 to 340,000 Gallons
Over 340,000 Gallons

1.1000
1.3160

N/A
N/A

1 4 2 8 0
1.7100

N/A
N/A

$
$

s
$

$
$

1.4280
1.7100

N/A
Nl A

NIA
N/A

1.3300
1 .6600

4" Meier (Res, Comm.)
From 1 to 550,000 Gallons
Over 550,000 Gallons
From 1 to 550,000 Gallons
Over 550,000 Gallons

1.1000
1.3160

Nl A
Nl A

$
$

$
$

S

35

1 .4280
1 .7100

NIA
N/A

NIA
N/ A

1 .3300
1 .6600

6" Meter (Res, Comm.)
From 1 Io 700,000 Gallons
Over 700,000 Gallons
From 1 to 700,000 Gallons
Over 700,000 Gallons

1.1000
1.3160

N/A
N/A

$
$

$
$

$
$

NIA
NIA

1 3300
1 .6600

8" Meter (Res., Comm.)
From 1 to 1,450,000 Gallons
Over 1,450,000 Gallons
From 1 to 1,430,000 Gallons
Over 1,430,000 Gallons

1.1000
13160

NIA
N/A

1 4 2 8 0
1 .7100

N/A
N/A

$
$

$ 0.8200 $ 1.0645 $ 1 .0645

0.8200 1 0 6 4 5 1.0645

0.8200 1.0645 1 0645

0.8200 1 .0645 1 .0645

0.8200 1 .0645 1 .0545

Irrigation 1"
AH Gallons

irrigation 1.5"
All Gallons

Irrigation 2"
Al l  Gal lons

lrrigal ion 3"
All Gallons

Irrigation 4"
Al l  Gal lons

irrigation 6"
All Gallons 0.8200 1.0645 1.0645

0.7600 0.9866 0.9866

0.7600 0.9866 0.9866

0.7600 0.9866 0 9 8 6 6

0.7600 0.9866 0.9866

Private Fire 3"
All Gallons

Private Fire 4"
All  Gallons

Private Fire 6"
All  Gallons

Private Fire 8"
All  Gallons

Private Fire 10"
All  Gallons

0.7600 0.9866 0.9866

$ 0 6 3 0 0 $ 0.8179 35 0.9866

0.6300 0 8 1 7 9 0.9866

01609 0 9 8 6 6 0.9866

Public Interruptible 3"
All Gallons

Public Interruptible B"
All Gallons

Standby - City of Peoria
All Gallons

Central Arizona Project Raw
All Gallons 0.6558 0.8513 0.8513



TotalLine Meter
Service Line and
Meter Installation Charges Line Meter Total Line Meter Total

$ $$ 500
575
660
900

1 .525
2,220
2,1 as
2,960
s,se0
4,265
6,035
7,750

130
205
240
450
945

1 ,640
1 ,420
2,195
2,270
3,145
4,425
6.120

370
370
420
450
580
580
745
755

1 ,090
1 ,120
1 .610
1 ,630

5/8" Meier
3/4" Meter
1" Meter
1%' Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter
Over 6"

Service Charges

$ $130
205
240
450
945

1 ,640
1 ,420
2,195
2,270
3,145
4,425
s,120

500
575
B60
900

1 ,525
2,220
2.165
2,960
3,360
4,265
6,035
7,750

$ 370
370
420
450
580
580
745
765

1,090
1,120
1,610
1,630

Cost Cost Cost

$ $130
205
240
450
945

1 ,640
1 ,420
2,195
2,270
3,145
4,425
6,120

500
575
660
900

1 ,525
2,220
2,165
2,960
3,300
4,265
6,035
7,750

Cost Cost

$ 370
370
420
450
580
580
745
765

1 ,090
1 ,120
1 ,610
1 ,630

Cost

Company
Proposed Rates

Arizona~Americar\ Water Company . Sun City Water
Docket No. W-01303A-07-0209
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Present
Rates

Staff
Recommended Rates

Establishment andlor reconnection
Establishment andlor reconnection (After Hours)
Meter Test
NSF Check
Meter Re-Read
Deposit
Deposit Interest
Collection of any privilege, sales, use and franchise taxes

$ 3000
40.00
10.00
10.00
5.00

(a )
( a )
( b )

$ 30.00
40.00
10.00
1000
5.00

( a )
( a )
( b )

$ 3000
40.00
10.00
1000
5.00

( a )
( a )
( b )

(a)
(b>

Per Commission Rule A.A.C. R»14-2-403B
Per Commission Rule A.A.C. R-14-2-409D



LINE
no.

CUSTOMER

CLASS

CURRENT RATES

AVERAGE MEDIAN

USAGE DOLLARS USAGE DOLLARSI
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34

35

36

37
38

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
irrigation 2"
irrigation 3"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public interruptible 8"
Standby - City of
Peoria
Central Arizona
Project Raw

$
$
$
$
$
58

5

13.91
t3.91
38.17

112.57
151.57
311.87

N/A
268.17

N/A

8,269
8,269

19,791
71,637
91,303

204,575
N/A

81,513
N/A

$
$
$
$
$
$
$
8

13.72
13.72
40.51
89.90

164.73
365.64

1,276.70
4,456.61

N/A

6,722
5,722

21,916
51,027

103,262
253,459
957,823

3,365,733
N/A

$

as

254.97
N/A

350.17
N/A
N/A
N/A

290,865
N/A

364,664
N/A
N/A
N/A

$
$
$
$

N/A

7.50
11.39
15.83
25.32

N/A

N/AN/A

4.59$

N/AN/A

359.18547,698 8

$
$
$
35
$
$

$

6,431
6,431
8,586

57,843
63,613

210,281
N/A

44,500
N/A

11.88
11.88
25.84
97.40

121 .11
318.15

N/A
227.46

N/A

$
$
33
$
$
$
$
$

7.68
7.68

27.02
54.88

115.25
192.44

1,034.13
1,622.96

N/A

1,230
1,230
9,650

19,188
58,278
96,000

773,500
1,212,500

N/A

$

$

201 .37
N/A

79.44
N/A
N/A
N/A

225,500
N/A

34,500
N/A
N/A
N/A

$
$
$
$

N/A

7.60
11 .39
15.83
25.32

N/A

N/AN/A

4.59$

N/AN/A

46.0570,214 8

Arizona-American Water Company - Sun City Water
ws-01303A-07-0209
Test Year Ended December 29, 2006

Schedule SPI-2
Page 1 of 3

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

Average and median billing data for 5/8" and 3/4" has been combined



LINE

no.
CUSTOMER

.CLASS

COMPANY RECOMMENDED

AVERAGE MEDIAN

AVERAGE PERCENTCHANGE MEDIAN CHANGE PERCENT

$
$
$
$
$
$

$
$
$
$
$
$

86$

29.68%
29.68%
26.76%
26.90%
29.17%
35.62%

N/A
108.19%

N/A

15.41
15.41
32.76

123.50
156.44
431 .48

N/A
473.55

N/A

3.53
3.53
6.92

26.20
35.33

113.33
N/A

246.09
N/A

$
$
$
$
$
as
SB
86

$
$
$
35
$
$
$
as

29.59%
29.59%
26.89%
24.64%
29. 13%
39.41 %
32.73%
40.85%

N/A

9.96
9.96

34.28
68.40

148.82
268.29

1 ,372.59
2,285.98

N/A

2.27
2.27
7.27

13.52
33.58
75.85

338.46
663.02

N/A

$$

$$

29.39%
N/A

28.81 %
N/A
N/A
N/A

59.17
N/A

22.89
N/A
N/A
N/A

260.54
N/A

102.33
N/A
N/A
N/A

$
58
33
$

$
33
$
$

51 ,05%
51 .89%

129.63%
87.44%

N/A

3.88
5.91

20.52
22.14

N/A

11 .48
17.30
36.35
47.46

N/A

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71

N/AN/AN/A72

50.98%2.34$ 6.93 SB73

N/AN/A N/A74

29.81 %13.738; 59.77 $75
76

. »- r

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

irrigation 1"
irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public Interruptible 8"
Standby - City of
Peoria
Central Arizona

Project Raw

$
$
$
$
$
$

$
$
$
$
33
$

$$

29.70%
29.70%
27.75%
27.30%
29.30%
35.74%

N/A
96.29%

N/A

4.13
4.13

10.59
30.73
44.41

111.46
N/A

258.23
N/A

18.04
18.04
48.76

143.30
195.98
423.33

N/A
526.40

N/A

$
$
$
33
$
53
$
$

$
$
$
$
$
$
$
$

29.69%
29.69%
27.87%
26.66%
29.34%
34.87%
32.20%
33.91 %

N/A

4.07
4.07

11 .29
23.97
48.33

127.49
411 .08

1,511 .39
N/A

17.80
17.80
51 .80

113.87
213.06
493.14

1 ,687.78
5,968.00

N/A

$$

35$

29.48%
NlA

29.59%
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

330.13
N/A

453.78
N/A
N/A
N/A

$
$
$
$

$
33
$
$

51 .05%
51 .89%

129.63%
87.44%

N/A

3.88
5.91

20.52
22.14

NIA

11 .48
17.30
36.35
47.46

N/A

N/A N/AN/A

50.98%2.3496 6.93 $

N/AN/AN/A

107.07 29.81 %466.26 $$

Arizona-American Water Company - Sun City Water
ws-01303A-07-0209
Test Year Ended December 29, 2006

Schedule SPI-2
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*Average and median billing data for 5/8" and 3/4" Wes been combined



LINE

no.
CUSTOMER

CLASS

STAFF RECOMMENDED

AVERAGE MEDIAN

AVERAGE PERCENTCHANGE MEDIAN CHANGE PERCENT

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 8"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public Interruptible 8"
Standby - City of

Peoria
Central Arizona

Project Raw

$
$
$
$
$
$

$
$
$
$
$
$

17.17
17.17
46.82

136.28
187.03
403.28

N/A
33 518.41 8

N/A

23.46%
23.45%
22.67%
21 .06%
23.39%
29.31 %

N/A
93.31 %

N/A

3.26
3.26
8.65

23.71
35.46
91 .41

N/A
250.24

N/A

$
$
$
$
33
8
$
$

$
$
$
$
$
$
$
33

16.94
16.94
49.65

108.87
202.94
468.30

1,613.49
5,766.12

N/A

23.43%
23.43%
22.57%
21 .10%
23.20%
28.08%
26.38%
29.38%

N/A

3.22
3.22
9.14

18.97
38.21

102.66
336.79

1 ,309.50
N/A

$$

$ $

29.48%
N/A

29.59%
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

330.13
N/A

453.78
N/A
N/A
N/A

83
$
8
$

$
8
$
$

11.18
17.30
36.35
47.46

N/A

3.58
5.91

20.52
22.14

N/A

47.11 %
51 .89%

129.63%
87.44%

N/A

N/A N/A N/A

50.98%2.34$ 6.93 8

N/A N/AN/A

107.07 29.81%$ 466.26 $

111

113
114

112

77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109

110

*Average and median billing data for 5/8" and 3/4" has been combined

Arizona-American Water Company - Sun City Water
ws-01303A~07-0209
Test Year Ended December 29, 2006

$

33

$
$
$
35

$

$

$
$
$
$
$
$
$
$

$

35
$
$
$
$
$

9.64
9.64

33.33
66.52

143.11
258.88

1,307.51
2,191 .75

N/A

260.54
N/A

102.33
N/A
N/A
N/A

14.72
14,72
31.92

117.93
150.21
410.87

N/A
469.19

N/A

59.77 35

11.18
17.30
36.35
47.46

N/A

6.93 8

N/A

N/A

fs
$
$
$

$

$

$

33

$

as

$

as

$

$

$

$
$
$
$
$
$

1.95
1.95
6.32

11.64
27.86
66.44

273.38
568.79

N/A

2.84
2.84
6.07

20.53
29.09
92.72

N/A
241 .73

N/A

13.73

3.58
5.91

20.52
22.14

N/A

59.17
N/A

22.89
N/A
N/A
N/A

2.34

N/A

N/A

Schedule SPI-2
Page 3 of 3

47.11%
51 .89%

129.63%
87.44%

N/A

N/A
106.27%

N/A

29.81 %

50.98%

29.39%
N/A

28.81 %
N/A
N/A
N/A

25.42%
25.42%
23.39%
21 .22%
24.18%
34.53%
26.44%
35.050/<

23.89%
23.89%
23.51 "A
2108%
24.02%
29. 159

N/A

N/A

N/A
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT

DOCKET NO. W-01303A-07-0209

On April 2, 2007, Arizona-American Water Company-Sun City Water District ("Sun
City Water District" or "Company") filed an application for determination of the current value of
its utility plant and property and for increases in its rates and charges. Also, the Company seeks
Commission pre-approval of its proposed public safety capital improvements as well as a related
surcharge mechanism. Staffs testimony in this instance addresses the Company's request for
public safety surcharge mechanism. In addition, Staff addresses a revision to its recommended
revenue requirement.

On October  15,  2007,  S ta ff  f i led it s  Direct  Tes t imony recommending a  r evenue
requirement of $9,518,830, based on a rate of return of 7.40 percent. Staff has revised its
recommended rate of return to 7.60 percent, resulting in revenue requirement of $9,602,228 As
discussed by Staff Witness,  Steve Irvine,  Staffs recommended rate design is based on the
revised revenue requirement of $9,602,228 .

In Decision No.  67093,  beginning a t  page 59,  Line 25,  the Commission requested
Arizona-American to form a Fire-flow Task Force ("Task Force"),  comprised primarily of
stakeholders in the towns of Sun City and Youngtown. The Task Force was requested to
determine if the "... water production capacity, storage capacity, water lines, water pressure, and
fire hydrants of Youngtown and Sun City are sufficient to provide the fire protection capacity
that is desired by each community." The Task Force has determined that $3.1 million of capital
investment is  required to upgrade Sun City Water  Distr ict 's  systems to meet  desired fire
protection standards. Arizona-American has indicated its desire to implement the Task Force's
recommendations. However, the Company states that due to its constrained financial position
and the discretionary nature of the required capital investment, Commission pre-authorization of
the projects is necessary for it to finance the projects. Also, the Company seeks Commission
pre-approval of a  public safety surcharge mechanism that  would enable it  t imely recover
invested capital costs. Based on the Company's  project ions ,  the r ecommended sys tem
improvements will be implemented in phases, commencing from 2009. The Company prob ects a
Step-l surcharge of $0.0347 per 1,000-gallons in 2009, culminating in an anticipated Step-4
surcharge of $0.17 per 1,000-gallons in 2012. Based on a median consumption level of 6,300-
gallons,  the monthly bill impact would be $0.11 in 2009,  peaking at  $1.07 in 2012. The
Company proposes to terminate its proposed public safety surcharge when the capital costs are
rate based in its next rate tiling.

S ta ff  r ecommends  approva l of  the Company's  proposed public sa fety surcharge
mechanism for Sun City Water District. Staffs recommendation is based on the significant
capital improvement required for the systems upgrades, the unique nature of the projects and the
reported community support for the recommendations of the Task Force. Staff agrees with the
Company that its proposal in this proceeding is similar to Commission approved Arsenic Costs
Recovery Mechanism ("ACRM"). As a result, Staff recommends that the Commission impose



the  s a me  conditions  a pprove d for the  ACRM, in De cis ion No. 66400, on the  propos e d public
sa fe ty surcharge  mechanism for Sun City Water Dis trict.



Dire ct Te s timony of Ale xa nde r Sha de  Iggie
Docke t No. W-01303A-07-0209
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 My na me  is  Ale xa nde r S ha de  Iggie . My bus ine s s  a ddre s s  is  1200 We s t Wa s hington

4 Stree t, Phoenix, Arizona  85007.

5

6 Q.

7

Are you the same Alexander Shade Iggie who filed Direct Testimony on rate base

and revenue requirement on October 15, 2007?

8 A. Ye s .

9

1 0 P URP OS E OF TES TIMONY

1 1 Q. Briefly des cribe  the  purpos e  of your Direc t Tes timony in this  ins tance .

1 2

1 3

My testimony in this  instance  addresses :

(1) Revision to Staff" s  recommended revenue requirement and,

1 4

1 5

1 6

1 7

1 8

(2) S ta ffs  a na lys is  a nd re comme nda tions  re ga rding Arizona -Ame rica n Wa te r

Co mp a n y's  ("Ariz o n a -Ame ric a n " o r "Co mp a n y") re q u e s t fo r th e  Ariz o n a

Corpora tion Commiss ion ("Commiss ion") to a pprove  a  P ublic S a fe ty S urcha rge

Me cha nism for its  Sun City Wa te r Dis trict.

1 9

20

2 1 Q-

22

R E VE NUE  R E Q UIR E ME NT

Wha t wa s  S ta ff's  re c omme nda tion  fo r re ve nue  re qu ire me nt in  its  Oc tobe r 15, 2007

filing?

23

24

S ta ff re comme nde d a  re ve nue  re quire me nt of $9,518,830, ba se d on a n ove ra ll ra te  of

re turn of 7.40 percent.

25

A.

A.

A.

W-01303A-07-0209
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1 Q- Has Staff's recommended rate of return changed since the October 15, 2007 filing?

2 Ye s . As  ind ica te d  in  S ta ff witne s s , Mr. S te ve  In /ine 's , e rra ta  filing , S ta ff is now

3

4

5

re comme nding a  ra te  of re turn of 7.60 pe rce nt, a n incre a s e  of 20-ba s is -points  ove r its

pre vious  re comme nda tion of 7.40 pe rce nt. Mr. Irvine  e xpla ins  tha t this  cha nge  corre cts

for S ta ffs  ina dve rte nt inclus ion of the  Tolle s on Obliga tion in its  re comme nde d ca pita l

6 structure  and cost of debt.

7

8 Q- What is the impact of Staff's revised rate of return on revenue requirement?

9

1 0

11

S ta ffs  re vis e d  ra te  o f re tu rn  o f 7 .60  pe rce n t re s u lts  in  a  re ve nue  re qu ire me n t o f

39,602,228, a n incre a s e  of $83,398 ove r S ta ffs  prior re comme nda tion of $9,518,830.

Staffs  ra te  design is  based on its  reca lcula ted revenue  requirement of $9,602,228

1 2

1 3 Q- Has  Staff filed e rra ta  s chedules  to re flec t its  revis ion to revenue  requirement?

1 4 No . S ta ff ha s  de te rmine d tha t it would be  more  e ffe ctive  to file  re vise d sche dule s  tha t

1 5 encompass  a ll necessary revis ions with its  Surrebutta l Testimony.

1 6

1 7 P UBLIC S AF E TY S URCHARG E  ME CHANIS M

1 8 Q-

1 9

P le a s e  p ro vid e  a  b rie f h is to ry re g a rd in g  S u n  City Wa te r Dis tric t 's  P u b lic  S a fe ty

propos a l.

20

2 1

22

23

24

25

The  Commis s ion in De cis ion No. 67093, be ginning a t pa ge  59, Line  25, orde re d the

Compa ny to  fo rm a  F ire -flow Ta s k Fo rce  ("Ta s k Fo rce "),  compris e d  p rima rily o f

s takeholde rs  in the  towns  of Sun City and Youngtown. The  Task Force  was  reques ted to

de te rmine  if the  "... wa te r production ca pa city, s tora ge  ca pa city, wa te r line s , wa te r

pre s sure , a nd tire  hydra nts  of Youngtown a nd S un City a re  sufficie nt to provide  the  fire

protection capacity tha t is  des ired by each community."

A.

A.

A.

A.

W-01303A-07-0209
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1

2

P urs ua nt to De cis ion No. 67093, the  Compa ny forme d a  Fire -flow Ta s k Force  ("Ta s k

Th e  Ta s k Fo rce  wa s  co mp ris e d  o f in d ivid u a ls  a n d

3

4

Force "),  in  Octobe r,  2004 .

organiza tiona l representa tives  from both Sun City and Youngtown, including the  Sun City

Taxpayers  Associa tion, Sun City Homeowners  Associa tion, the  Recrea tion Cente rs  of Sun

5

6

7

8

City, Sun City Condominium Association, Sun City Fire Department, City of Surprise Fire

Department, Youngstown Baptist Village, and Town of Youngtown. The Task Force has

concluded that a $3.1 million capital improvement would be required to upgrade Sun City

Water District's systems to meet desired tire protection standards.

9

10 Q- Does Arizona-American support the recommendations of the Task Force?

11

12

13

14

15

16

17

18

Ye s . Arizona -Ame rica n a gre e s  with the  Ta s k Force  tha t s ignifica nt ca pita l inve s tme nts

would be  re quire d to  upgra de  its  S un City Wa te r Dis trict's  s ys te ms  to  e nha nce  fire

prote ction within its  ce rtifica te d a re a . Howe ve r, the  Compa ny is  conce rne d tha t it doe s

not ye t have  the  Commiss ion's  approva l for wha t it re fe rs  to a s  a  discre tiona ry inves tment

progra m. As  a  re s ult, the  Compa ny is  propos ing a  S un City Wa te r Dis trict Fire  flow

S urcha rge  Me cha nism ("FCRM") tha t would e na ble  it comme nce  re cove ry of the  ca pita l

costs  associa ted with implementing the  Task Force 's  recommendations , immedia te ly upon

completion of each phase  of the  projects .

19

20 Q. Wha t is  Arizona -Ame ric a n 's  p ropos a l re ga rd ing  Sun  City Wa te r Dis tric t's  Fire  Flow

21 projects?

22

23

24

25

Accord ing  to  Mr. Brode rick, s ta rting  a t pa ge  4  o f h is  Dire c t Te s timony, "Arizona -

Ame rica n a sks  tha t the  Commiss ion pre -a pprove  ce rta in fire  How improve me nt proje cts

and a lso approve  an associa ted ra te  surcharge  mechanism to recover these  capita l costs ."

The  Compa ny is  re que s ting tha t the  Commis s ion a uthorize  it to e nga ge  in the  ca pita l

A.

A.

W-01303A-07-0209
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1

2

improve me nts  re comme nde d by the  Ta s k Force , a nd tha t the  Commis s ion a pprove  a

FCRM, which would e na ble  it imple me nt imme dia te  re cove ry of its  inve s tme nt through a

3 surcharge , when it begins  to incur capita l costs  from 2009.

4

5 Q- Wh a t a re  th e  e le m e n ts  o f th e  Co m p a n y's  p ro p o s e d  FCRM fo r  S u n  City Wa te r

6 Dis tric t?

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

The  Compa ny s ta te s  tha t its  propos e d FCRM is  s imila r to the  Commis s ion a pprove d

Ars e nic Cos t Re cove ry Me cha nis m ("ACRM"), e xce pt tha t it ma y ha ve  four (4) S te p

Increases, and an automatic implementa tion of each Step Increase , 45 days subsequent to

e a ch tiling. The  Compa ny propos e s  to ma ke  a  tiling for S ta ff a nd inte rve ne rs  re vie w,

upon comple tion of e a ch proje ct pha s e  of the  S un City Wa te r Dis trict's  public s a fe ty

projects . Upon filing, S ta ff and inte rveners  would have  45 days  to recommend changes  to

its  proposed S tep Increase . If the re  a re  no e xce ptions  to the  Compa ny's  filing or the

e xce ptions  a re  a cce pte d by the  Compa ny, the  re que s te d S te p Incre a s e  will be come

effective  without furthe r Commiss ion action. The  Company sugges ts  tha t its  proposa l will

mitiga te  de la ys  a s  e xpe rie nce d by it in  the  P a ra dis e  Va lle y ACRM S te p-l incre a s e .

Fina lly, the  Company proposes  to te rmina te  collection of its  proposed surcharge , when the

capita l costs  re la ting to its  public sa fe ty projects  a re  ra te -based in a  2011 ra te  filing.

1 9

20

2 1

22

23

24

The  Compa ny s ta te s  tha t if the  Commis s ion doe s  not a pprove  its  propos e d 45-da y

a utoma tic FCRM imple me nta tion cla use , the  Commiss ion should a uthorize  it to a ccrue

pos t-in s e rvice  Allowa nce  for Funds  us e d During Cons truction ("AFUDC") on the  fire

flow pla nt. The  Compa ny a rgue s  tha t its  propos e d pos t-in s e rvice  AFUDC will mitiga te

any harm tha t could result from regula tory lag.

25

A.

W-01303A-07-0209
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1 Q- Why doe s  the  Compa ny re que s t Commis s ion  a pp rova l o f a  FCRM fo r its  S un  City

Wa te r Dis tric t?2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

The  Company s ta te s  the  cos t of implementing sys tem enhancements  for public sa fe ty in

the  S un City Wa te r Dis tric t is  be yond norma l ca p ita l improve me nts  ne ce s s a ry for

provis ion of s e rvice . Although, the  Compa ny sugge s ts  tha t the  sys te m e nha nce me nts

re comme nde d by the  Ta sk Force  a re  dis cre tiona ry, it s e e ms  to a gre e  tha t a  s ignifica nt

capita l improvement is  required to provide  adequa te  fire  protection in the  Sun City Wate r

Dis trict. Furthe r, the  Compa ny s ta te s  tha t while  it is  willing to  fina nce  the  propos e d

capita l improvements , the  Commiss ion should approve  a  FCRM to insure  time ly recove ry

of its  inve s tme nt. Mr. Brode rick a t pa ge  8, s ta te s  tha t "Arizona -Ame rica n's  pre s e nt

fina ncia l condition  is  s o  d ifficu lt tha t it ca nnot unde rta ke  a ny d is cre tiona ry ca pita l

inve s tme nt in Arizona  without imme dia te  re cove ry." Anothe r re a son for the  Compa ny's

reques t is  tha t the  subs tantia l capita l re fund due  to Anthem's  deve lope r, Pulte  Homes , in

2008, will s tra in its  cash-flow a t the  time  of the  proposed public sa fe ty projects .

1 5

1 6 Q-

1 7

Has the Company examined other means of capital costs recovery beyond its

proposed surcharge?

1 8

1 9

20

2 1

According to the  Compa ny, it a na lyze d the  us e  of hook-up fe e s  for re cove ry of its  fire

flow ca pita l inve s tme nts  in the  S un City Wa te r Dis trict. It found tha t be ca us e  S un City

Wa te r Dis trict is  fully built-out a nd la cks  ma te ria l growth in cus tome r ba se , the  use  of a

hook-up fee  will not be  e ffective  for cos t recove ry.

22

A.

A.

w-01303A-07-0209
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1 Q- Ha s  S ta ff re vie we d  the  Ta s k Fo rc e  Re po rt re ga rd ing  S un  City Wa te r Dis tric t's  fire

2 flow upgrade?

3

4

5

6

7

Ye s . S ta ffs  e ngine e ring a na lys is  indica te s  tha t the  Ta sk Force  re comme nde d sys te m-

wide  upgrade  could adequa te ly a llevia te  the  conce rns  re la ting to public sa fe ty in the  Sun

City Wa te r Dis trict. Furthe r, S ta ff found tha t the  Compa ny's  propos e d fire  flow ca pita l

improve me nts  could be  a ccomplishe d a t a  le s se r cos t of $2,670,602, tha n the  propose d

$3.1 million.

8

9 Q-

1 0

Doe s  S ta ff s upport the  Compa ny's  re que s t fo r the  Commis s ion  to  a pprove  a  FCRM

for capital cos ts  recovery outs ide of a  rate-cas e?

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

Ye s . Ordina rily, S ta ff would be  oppos e d to the  Compa ny's  re que s t for Commis s ion

a pprova l of a  me cha nism tha t a llows  for re cove ry of pla nt inve s tme nt outs ide  of a  ra te

proceeding. S ta ff finds  tha t the  proposed public sa fe ty projects  a re  s ignificant in cos t and

do not cons titute  norma l wa te r s ys te m upgra de . Ba s e d on the  Ta s k Force  Re port, the

propos e d fire  flow ca pita l improve me nts  s e e m impe ra tive  for public s a fe ty in S un City

Wa te r Dis trict's  ce rtifica te d a re a . Furthe r, the  Compa ny ha s  indica te d its  willingne s s  to

md<e  the  initia l inves tments , a s  long as  it could s ta rt recovery of such cos ts  expeditious ly.

S ta ff finds  tha t an FCRM would enable  the  Company to make  the  necessary investment in

the  proposed public sa fe ty prob ects  in a  time ly manne r. Fina lly, the  reported community

support for the  proposed public safe ty prob ects suggest that there  is  the  desire  for the  Task

Force  recommendations to be  implemented soon.

22

A.

A.

W-01303A-07-0209
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1 Q-

2

What is the anticipated impact of the Company's proposed public safety surcharge

on ratepayers in the Sun City Water District?

3

4

5

6

7

8

The  Compa ny e s tima te s  tha t its  propos e d public s a fe ty s urcha rge s  will re s ult in ra te

incre a se s  ra nging from 2.10 pe rce nt in 2009, up to 3.6 pe rce nt in 2012, ove r the  curre nt

ra tes . The  propose d surcha rge s , ba se d on the  Compa ny's  e s tima te d ca pita l cos ts  a re

$0347/1,000-ga llons  in 2009, $0.072/1,000-ga llons  in 2010, $0.11/1,000-ga llons  in 2011,

and $0.17/1,000-ga llon in 2012. At a  median consumption of 6,300-ga llons  a  month, the

proposed public safe ty surcharge  will increase  ra tes  by $0.11 in 2009 and $1 .07 in 2012.

9

1 0 Q- Please comment on the Company's proposed public safety surcharges.

11

1 2

1 3

The Company's  proposed surcharges  a re  based on $3.1 million capita l costs  for the  public

s a fe ty s ys te m improve me nts . Ba s e d on S ta ffs  propos e d ca pita l cos t of a pproxima te ly

$2.6 million, the  Company's  e s tima ted surcha rges  will be  le ss  than proposed. Except for

costs  over-run, the  Company's  proposed surcharges reflect a  worst case  scenario.1 4

1 5

1 6 Q_ Wh a t is  th e  Co mp a n y p ro p o s e d  ra te  d e s ig n  fo r its  re q u e s te d  FCRM fo r S u n  City

1 7 Wa te r Dis tric t?

1 8 The  Compa ny propose s  to re cove r its  ca pita l cos ts  through a  monthly surcha rge  tha t is

1 9 ba s e d on cons umption le ve ls . In othe r words , the  Compa ny is  propos ing to re cove r its

20 ca pita l cos t through a  FCRM tha t is  sole ly ba se d on a  commodity ra te . The  Compa ny's

2 1 propose d surcha rge  ra te  will incre a se  upon comple tion of e a ch pha se  of the  proje ct, to

22 re fle ct a dditiona l ca pita l inve s tme nt. S ta ff is  not oppose d to this  proposa l. (S ta ff would

23 note  tha t the  Commis s ion in  De cis ion 66400 a dopte d its  re comme nda tion to  a llow

24 recovery of 50 pe rcent of a rsenic improvement capita l cos ts  through a  monthly surcha rge

A.

A.

A.
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1 tha t is based on me te r s ize ,  while  the  s e cond 50 pe rce nt wa s  a s s e s s e d through a

2 commodity ra te .)

3

4 Q- Did the Company propose recovery of operating and maintenance costs relating

5 public safety protection in this filing?

6 No . S ta ffs  a na lys is  indica te s  the  ope ra ting a nd ma inte na nce  cos ts  ("O&M") will be

7 minimal, if any, for the proposed systems upgrade. Unlike arsenic remediation, there will

8 be no costs of media replacement or any known material maintenance costs associated

9 with the  proposed projects . Although S ta ff cannot de te rmine  with any ce rta inty, it appears

10 there could be maintenance cost  savings result ing from the proposed system

11 improve me nts . In the  e ve nt tha t the  Sun City Wa te r Dis trict incurs  a ny O&M cos ts , such

12 costs should be deferred to the next rate case.

13

14 Q- Pleas e comment on the Company's  propos ed proces s  for implementing s tep increas es

15 th rough its  p ropos ed  FCRM.

16 Sta ff obje cts  to the  Compa ny's  proposa l tha t its  filings  for s te p incre a se s  through FCRM

17 be  s ubje ct to a utoma tic imple me nta tion 45 da ys  from the  da te  of tiling without furthe r

18 Commiss ion approva l. While  the  Company sugges ts  tha t this  proposa l will be  appropria te

19 absent of any disagreement between the Company, Staff and interveners, it did not

20 propose alternate means of resolving disagreements amongst the parties.

21

A.

A.
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1 Q- What is  S ta ffs  pre fe rred  procedura l format for approva l of s tep  inc reas es ?

2 S ta ff pre fe rs  a doption of the  s a me  forma t a pprove d for ACRM in De cis ion No. 66400.

3 S ta ff a gre e s  with the  Compa ny's  re que s t for a  45 da y re vie w pe riod for e a ch s te p incre a s e .

4 During  th is  re vie w pe riod , S ta ff a nd inte we nors  would ha ve  the  opportunity to  a udit the

5 filing a nd s e e k a dditiona l dis cove ry re la ting to  the  Compa ny's  propos e d S te p Incre a s e .

6 Abs e nt a ny dis a gre e me nt be twe e n the  pa rtie s , S ta ff will is s ue  a  re comme nda tion for the

7 Comlnis s ion's  a pprova l. In the  e ve nt of dis a gre e me nts  be twe e n the  pa rtie s , a n a cce le ra te d

8 he a ring ma y be  re que s te d by a ny pa rty to the  proce e ding, to e xa mine  the  dis pute d is s ue s .

9 If a  h e a rin g  is  h e ld ,  th e  He a rin g  Div is io n  will is s u e  a  R e c o m m e n d e d  Ord e r fo r th e

1 0 Commis s ion's  cons ide ra tion.

11

1 2 Q. Did the Company propose an Earnings Test for its suggested Step increases?

1 3 No .

1 4

1 5 Q- Is Staff  recommending an Earnings T est  for the Company's proposed Step

1 6 Increases?

1 7 Ye s . S ta ff re comme nds  tha t the  Commis s ion re quire  the  Compa ny to  s ubmit the  s a me

1 8 schedules  approved for ACRM, demonstra ting Sun City Wate r Dis trict's  current ea rnings ,

1 9 a t the  time  of e a ch filing. S ta ff's  re comme nde d e a rnings  te s t will e na ble  the  Commis s ion

20 to de tennine  if the  Sun City Wate r Dis trict is  over ea rning its  approved ra te  of re turn a t the

2 1 time  it file s  for e a ch S te p Incre a s e . If the  Commis s ion de te rmine s  tha t S un City Wa te r

A.

A.

A.
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1 Dis trict is  ove r e a rning its  a uthorize d ra te  of re turn, its  re que s te d S te p Incre a s e  will be

2 adjusted to reflect excess earnings.

3

4 Q. Does Staff recommend any Step Increase filing requirements for the Company's

5 propos e d  FCRM?

6 Yes . S ta ff recommends  the  same  filing requirements  approved for the  ACRM, comprised

7 of the  following schedule s :

8 i. The  mos t current ba lance  shee t a t the  time  of filing

9 ii. The  mos t curre nt income  s ta te me nt

1 0 iii. An ea rnings  te s t schedule  (cons is tent with Decis ion No. 66400)

1 1 iv. A ra te  re vie w sche dule  (including the  incre me nta l a nd pro Ronna  e ffe cts  of

1 2 the proposed increase)

1 3 v. A re ve nue  re quire me nt ca lcula tion

1 4 vi. A s urcha rge  ca lcula tion

1 5 vii. An adjus ted ra te  base  schedule

1 6 viii. A CWIP  le dge r (for e a ch proje ct s howing a ccumula tion  of cha rge s  by

1 7 month and pa id vendor invoices)

1 8 ix. Ca lcula tion of the  a lloca tion fa ctors

1 9 x. A typica l bill ana lys is  unde r present and proposed ra te s .

20 xi. The  Compa ny propos e d filing for imple me nta tion of a  s urcha rge , upon

2 1 comple tion of each s tage  of the  project be  subj e t to furthe r approva l of the

A.
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1 Com m is s ion .  Fu rthe r, S ta ff re comme nds  the  Compa ny's  filing  me e t the

2 Ea rnings  Te s ts  a dopte d by the  Commis s ion in De cis ion No. 66400.

3 Q- Does this conclude your testimony?

4 Ye s .A.
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